General Business Conditions 





HE business situation has shown little 
development during the past month, 
and the general feeling as the country 
enters the fourth calendar year of the 


depression is one of doubt and con- . 


fusion. The state of trade indicates that eco- 
nomic relationships are still unbalanced, and 
that the disturbance in the terms upon which 
the various groups of the population have been 
accustomed to exchange their goods and serv- 
ices is persisting. Business men recognize the 
gravity of the problems and issues before the 
Government for action, and as long as their 
outcome is uncertain, capital is likely to con- 
tinue timid and business to delay plans for 
expansion and replacement that would stimu- 
late the heavy industries. The chief of all the 
causes of unsettlement and disturbance is the 
disorder in world trade and currency relation- 
ships, a situation which is the subject of dis- 
cussion elsewhere in this Letter. 

This is not a cheering state of affairs to face 
after three years of declining business and in- 
creasing unemployment, but there have been 
other depressions in which the outlook was as 
uncertain after as long a period, and they are 
matters of history now. The energies of the 
people and their productive capacity are not 
destroyed by the depression nor are their 
wants diminished. The difficulty is the break- 
down in accustomed relationships, and during 
the three years readjustments necessary to re- 
Store practicable terms for trade have been 
going forward. Losses have been written off, 
debts discharged, and costs reduced. The sit- 
uation shows that the readjustments have not 
been sufficient in all cases, but it cannot be 
contended that they have been without effect. 


Deterioration Checked 


It may be considered that in the past six 
months a ground for business recovery has 
been laid that had not existed hitherto in the 
depression. Taking the period in its entirety 
its outstanding characteristics have been these: 


1. The contraction of credit has been halted, 
and the volume outstanding is larger at the 
end of the period than at the beginning. The 
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financial situation has ‘improved steadily 
since early Summer, and the growth of con- 
fidence in the country’s money and in the 
general solvency of the banking system has 
relieved the pressure on credit and thus re- 
moved one of the causes of deflation. Funds 
have piled up in the centers, available to 
business when trade relationships are re- 
stored. 


2. The decline in business activity has been 
stopped, and the level is higher at the end 
than at the beginning. The third quarter 
was a period of improvement and marked 
gains in activity, and the recession during 
the final quarter has been moderate in most 
particulars, not materially exceeding the sea- 
sonal expectation. 


3. The decline in prices was stopped, and 
despite subsequent reactions, stocks and 
bonds hold well above bottom, while com- 
modities are but little under the June low. 
4. The piling up of commodity stocks has 
been checked. Although in the raw materials 
the improvement is not very substantial, 
stocks of manufactured goods in all lines 
are conspicuously low, and much below a 
year ago. The small stocks of automobiles 
in dealers’ hands are an example. 


This is the first half-year period since the 
beginning of the depression of which the fore- 
going could be said. Every other half-year 
has been one of deterioration in some or all of 
the factors cited. 

Obviously it is of great importance that the 
deterioration of business in these respects has 
been stopped for as long a time as six months. 
This creates a basis of stability heretofore 
lacking, and the history of past severe depres- 
sions supports the idea that this is a necessary 
and usual precedent to improvement. It is 
worth remarking that the month of December, 
which in both 1930 and 1931 was a period of 
almost complete demoralization due to the ef- 
forts to establish losses and reduce inventories 
before the year-end, has been this year a month 
of stability in most markets. Moreover, such 
indexes of general business conditions as rail- 
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way car loadings and electric power production 
have shown during the month a smaller per- 
centage of decline below 1931 than at any time 
since last Spring. 

The question is sometimes asked whether 
there is any such thing as a minimum of re- 
placement requirements upon which business 
activity may find bottom. The rebound since 
last Summer, and the mainly seasonal char- 
acter of the recession from the October peak, 
suggest that this may be the case. Even in 
the worst breakdown of trade relations ever 
known, ways are being found to supply the 
minimum needs of food, clothing and shelter, 
and in the most difficult situation ever faced 
there are still companies which have been able 
to put their affairs in shape to do business at 
a continuing profit. This is a hopeful augury 
against further decline, and undoubtedly a 
continuation of the present period of stability 
in trade even upon the low level would extend 
to prices, generate confidence and promote in- 
vestment and business enterprise. 


Trade and Industrial Conditions 


The chief interest during the past month 
has been as usual in the holiday retail trade, 
which has suffered from the reduction in pur- 
chasing power and the increased strain upon 
their resources felt by all classes of people. 
Dollar sales of the New York department 
stores are estimated at about 25 per cent less 
than last year, and as their prices are about 
15 per cent lower this figure represents a 
smaller volume of merchandise sold. Reports 
from other cities make a similar showing. 


December is not as a rule expected to fur- 
nish any very stimulating news from the in- 
dustries, and the seasonal decline has been 
evident for the most part except in the auto- 
mobile industry, which has been busy turning 
out new models to stock dealers for the com- 
ing season; evidently its production has near- 
ly doubled the November output of 61,000. 
The automotive takings of steel, however, 
have not prevented a decline in steel mill op- 
erations from an average of 18 per cent of 
capacity in November to 13 per cent in the 
latest week reported, according to Iron Age. 


Activity has been better sustained in the 
textile mills than elsewhere, and of all the 
industries only in textiles and shoes were fac- 
tory operations toward the close of the year 
greater than one year ago. The shoe industry 
has been a leader in making a product to sell 
at a price fitting the reduced incomes of its 
customers, and in October produced 32,973,753 
pairs compared with 25,380,808 in the same 
month of 1931 and 27,731,000 in October, 1930. 
The employment index for the industry in 
November was 72 per cent of the 1926 average, 
compared with 68 in November last year; thus 
the policy of fitting the shoe to the market is 


giving employment and keeping up the pur- 
chasing power of a substantial group of indus- 
trial workers. 


The most unsatisfactory development in the 
situation has been the renewed decline of com- 
modity prices, the weekly price index number 
of the Bureau of Labor having made a new 
bottom at 62.5 on December 24, against the 
previous low of 63.7 on June 18. Livestock 
and the grains, silver and copper have led the 
movement. There are special explanations in 
the case of livestock, where cheap corn has 
promoted feeding and increased shipments 
competed with the holiday poultry supply, and 
in copper, where the effort to arrive at an ac- 
cord upon production for 1933 broke down 
upon the insistence of the low-cost African 
mines, which claim they had no part in build- 
ing up the present surplus, on larger quotas. 
Otherwise the price weakness has been a re- 
flection of the disorder in trade relations and 
in currencies. It is an international problem, 
and its cause will be removed only when the 
cause of the trade disorder is removed. 


Unbalanced Relationships 


In considering what conditions are likely 
to prevail a year hence the chief anxiety is 
the extent to which the governments and peo- 
ple will accept and act in accord with the eco- 
nomic principles which are the basis of a 
highly organized society. The fallacious ar- 
guments employed in former depressions are 
being put forward as reasons for seeking some 
other way out of this one than the way of 
trade and price adjustment, but no ground 
exists for believing that there is any other 
way. It is stated that the price level will not 
recover, or that the world is all developed and 
there is less work to be done, or that the 
machine has put men permanently out of 
work; and these are given as reasons for tin- 
kering with the money standard, or for em- 
ploying the other panaceas proposed. None of 
these arguments is new to economic history. 
They regularly recur in every depression, and 
are as regularly refuted by the outcome. The 
responsibility for present conditions does not 
belong to the gold standard or the monetary 
system, or to any other of the facilities which 
civilization has evolved to raise its living 
standards, but to the disruption of ordinary 
trade and price relationships, and the remedy 
is not through altering the facilities but by 
removing the causes of the disorder. 


Organized society is essentially a coopera- 
tive system of subsisting upon an exchange 
of goods and services between its individual 
members. It is a voluntary system based up- 
on individual freedom, and when the accus- 
tomed basis of exchange is destroyed and the 
flow of trade is disrupted the exchanges must 
be restored by the cooperation of the mem- 





bers of the society, both as individuals or, 
where joint action is necessary, through gov- 
ernments. Continuing adjustments to that end 
are plainly necessary, and through both chan- 
nels. The Federal budget needs to be balanced 
if confidence in the bond market is to be re- 
stored and the flow of capital through that 
market to the industries resumed. Economies 
in all government expenditures are imperative, 
for the diversion of an enlarged portion of a 
reduced national income to the government 
requires the curtailment of expenditures for 
other purposes and adds to the trade disorder, 
while the burdens upon the wealth-producers 
become unbearable. 

Evidence of the disordered relationship ex- 
isting between the two most important groups 
of the population is given in the Department 
of Agriculture’s calculation of the ratio of 
prices of farm products to prices of what the 
farmer buys, which in November was 51 per 
cent of the pre-war average, compared with 
59 per cent one year ago. The decline in 
this ratio was checked last June, at the low 
point of 48, and there was a recovery to 55 
in September, but since then the trend has 
been downward again. This is the chief of 


those inequalities in the price structure which 
are reducing buying power, and it reflects 
the lack of balance between wages in the in- 
dustries, transportation costs, the cost of gov- 


ernment and other items affecting the prices 
of goods offered, on the one hand, and the 
returns to the farmer and to farm labor, on 
the other. The situation is illustrated in the 
article entitled “A Lesson from the Milk In- 
dustry,” appearing elsewhere in this issue. 


The most frequent approach to the problems 
presented by this price disparity is through 
proposals to raise the price of what the farmer 
sells, but the soundness and efficacy of these 
proposals is extremely doubtful, and in any 
event the gap must be narrowed from the 
other side. The items in industrial costs that 
do not give way as readily as the farm mar- 
kets do should be the point of attack, since 
the inflexibility of these costs is prolonging the 
disruption of trade from which all are suffer- 
ing. The inability of the farmer to buy is 
keeping factory workers out of employment, 
and the unemployment goes around the circle. 


The Railway Wage Agreement 


The railway situation is a factor in the lack 
of balance between the industries and the 
farms, as well as a very important factor in 
the economic situation generally in view of the 
widespread investment of the nation’s savings 
in the securities of the railways. Railway 
rates are higher than before the war by about 
45 per cent, according to the latest statistics 
of the Interstate Commerce Commission, 
whereas the prices of nearly all farm products 
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are substantially lower than at that time. This 
disparity is an influence contributing to the 
loss of trade and the loss of traffic to the 
roads, as a result of which 40 per cent of the 
normally employed railway workers are now 
out of employment. 

The principal factor in the rise of railroad 
rates over 1914 has been the rise of wages. 
Between 1914 and 1932 the average wage of 
railway employes increased 157 per cent, from 
which level a temporary reduction of 10 per 
cent was agreed upon last February. This ar- 
rangement now approaching expiration, the 
wage scale has been the subject of negotiation 
and a new agreement during the past month. 
It was a condition of the 1931 agreement that 
the higher rates should be restored automat- 
ically in one year, and the employes claimed 
that it would be a breach of faith for the rail- 
way executives, while working under the ar- 
rangement, to start action for a reduction 
under the railway wage act. They sought to 
impose a condition prohibiting such action as 
the price of a new agreement continuing the 
10 per cent cut. However, the plan finally 
accepted extends the cut nine months, while 
either side will have liberty after June 15 to 
apply for a change in rates under the act. 


This is a beginning toward a real settlement. 
With wages in all industries declining and the 
railway situation continuing critical, the broth- 
erhood leaders doubtless are reconciled to the 
probability of a decision against them if the 
case goes to arbitration and may consider it 
better tactics not to push the issue to that 
extreme. It is in the interest of the railway 
employes as of everyone else that railway costs 
shall be reduced sufficiently to enable railway 
rates to be reduced. Not only does the public 
need transportation charges more in harmony 
with the price level, but the railways need 
them in order to compete against other forms 
of transportation, and the employes need them 
if they are to have work. 


The American Federation of Labor takes the 
position that the solution of the unemployment 
problem is through the six-hour work-day and 
five-day week, but the Interstate Commerce 
Commission, after making an investigation 
pursuant to a resolution by Congress, has re- 
ported figures with respect to the cost of this 
proposal if adopted by the railroads which 
should dispose of it for all the industries. The 
initial effect, the Commission states, would be 
to increase operating expenses by $630,000,000 
a year, based on 1930 traffic. This proposal is 
advocated on the ground that it would increase 
the purchasing power of the railway employes, 
but manifestly if rates were increased to cover 
any such cost there would be further disrup- 
tion of trade, and further loss of traffic. It 
may be asked how much employment the rail- 
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ways could continue to give under these con- 
ditions? Also, where would the $630,000,000 
come from? 

Wage rates are a factor in purchasing power, 
but unless employment can be given they are 
only a nominal factor; and it is more important 
to realize that they are also a factor in prices 
and that unless price relations are kept in ad- 
justment there is no way to prevent a decline 
in trade and hence in employment. 

There have been other developments in the 
wage situation, including a reduction of 10 to 
30 per cent by the Interborough Rapid Transit 
Co., now in receivership. The assent of the 
union was given to this reduction, affording 
an illustration of understanding and coopera- 
tion which promotes adjustment to new con- 
ditions and saves the waste of industrial con- 
flict. There is no solution to the problem of 
restoring economic relationships except by the 
cooperation of individuals, and the more evi- 
dence there is of such cooperation the more a 
hopeful view for the coming year will be 
justified. 


The International Situation 


The foreign debts to the United States Gov- 
ernment have been the leading subject of in- 
terest in the last month, and the developments 





regarding them have been of a disquieting 
character. On all accounts it is deplorable that 
so grave a state of misunderstanding should 
arise between the peoples of important nations 
as that which exists between the people of the 
United States and the peopies of these debtor 


nations. For the differences are not merely 
between governments, but the uppermost sub- 
ject of discussion in all the countries con- 
cerned, and there can be no question that on 
both sides the policies of the governments have 
been supported, even demanded, by public 
opinion. There is good reason to believe that 
the governments would adjust the differences 
by mutual concessions but for the pressure of 
public opinion against concessions. This is a 
state of affairs that in other times might have 
led to war, but fortunately nobody wants to 
resort to arms over this situation. However, 
in modern life there are many ways outside 
of formal war in which animosity may be 
manifested, and injuries inflicted. It is de- 
plorable that animosity should exist and be 
cultivated between these peoples. This is es- 
pecially true now when there are so many ways 
in which cooperation is needed to promote the 
interests they have in common. 

In the first place, it is clearly quite impos- 
sible for the body of the people on either side 
of the debt controversy to put itself mentally 
in the place of the body on the other side and 
see the situation from that viewpoint. M. Her- 
riot, the late French Premier, is eminently a 


fair-minded man and a sincere friend to 
the United States. He made a courageous 
struggle to accomplish the French payment, 
but Americans who have read his gallant 
speech to the Chamber of Deputies have been 
impressed that even he has failed of under- 
standing the views of the mass of the Ameri- 
can public upon the war and the debts and 
(as seems to Americans) the consistent policy 
of the United States Government on the sub- 
ject from the beginning. The speech upheld 
the French claim for a reconsideration of the 
debt settlement, but urged that the pending 
payment be made and the desired relief be 
sought thereafter through friendly represen- 
tations. He failed to persuade the Chamber 
but was satisfied to retire from office on that 
issue. He wanted a settlement by mutual un- 
derstanding, and this is what every right- 
minded person on either side of the contro- 
versy must desire, for contrary to the off-hand 
opinions of many people, the problem in- 
volved is an extremely complicated and diffi- 
cult one. 

It is unfair to assume that the debtor gov- 
ernments are indifferent to their obligations 
and have no motive but that of avoiding a bur- 
densome payment. They urge that in the pres- 
ent state of the world economy these payments 
tend to disturb all trade and financial relations 
and thus delay the restoration of normal pro- 
duction and employment, which is a matter of 
far more importance to every country con- 
cerned in these debts than are the debts them- 
selves. We should be sure that we give proper 
weight to these representations, for they are 
backed by the opinions of able and impartial 
economists in all countries. 


The Problem of International Payments 


Without doubt there is general failure to 
understand the peculiar difficulties which at- 
tend at this time upon payments which must 
be made from one country to another, and from 
one currency to another, in contrast with 
purely domestic transactions. It is frequently 
said that it would be unfair to domestic debtors 
for the United States Government to take any 
action for the relief of the debtor governments 
without doing something of equal value for 
the relief of domestic debtors, and that action 
in behalf of the former would increase the dif- 
ficulties of the latter. It is important to un- 
derstand the difference between the two situ- 
ations. 

A debtor anywhere must first gather to- 
gether the funds required for the payment in 
prospect, and it may be assumed that this pro- 
cedure is about the same in all countries. In 
the case of a domestic transaction this is prac- 
tically the end of the task, for the bank credit 
or currency in the debtor’s possession is turned 
over to the creditor. The foreign governments 





indebted to the Government of the United 
States receive their revenues in their own cur- 
rencies and pay their domestic obligations in 
those currencies, but obviously the debts to 
the United States Government cannot be paid 
with those currencies. They must be paid in 
United States currency, and to this end credits 
—bank balances—must be acquired in the 
United States. There are only three ways in 
which this can be done: (1) by shipping gold, 
which is acceptable because gold is the basis of 
our monetary system; (2) by acquiring bills 
of exchange drawn against importations of 
commodities or securities into the United 
States; (3) by borrowing the required sum in 
this country. Since the third method is im- 
practicable at the present time, it may be elim- 
inated, leaving only the two other methods. 
For the moment we will pass the gold method 
to be considered later, for it is practicable to 
only a limited extent. The great bulk of inter- 
national payments are made by means of bills 
of exchange, as the great bulk of domestic pay- 
ments are made by means of bank checks. In 
either case the instruments are drawn against 
existing bank balances or values moving in the 
course of business. In order to discharge their 
obligations the debtor governments through 
their bankers must proceed to acquire bills of 
exchange, which, as we have seen, represent 
claims on banks or business houses in the 
United States. 

Thus we have the basis for the proposition 
laid down by economists and all persons who 
are familiar with exchange transactions, that 
large international payments can only be 
made by means of goods and services. 

At this point account should be taken also 
of one of the difficulties which the debtors 
meet in seeking to make these payments, to- 
wit, that it is the policy of the United States 
to restrict importations of commodities rather 
closely to goods that are not competitive with 
the products of this country. In a general 
way the industries of the debtor countries 
are quite similar to our own, and their prod- 
ucts are largely competitive, which obviously 
handicaps them in their efforts to accumulate 
credits in this country. They must to a great 
extent resort to what are called triangular 
transactions, i.e., they must acquire exchange 
on the United States from countries which 
have surplus balances in trade with this coun- 
try. Of course this process is made more diffi- 
cult by the heavy decline in the volume of 
world trade due to the business depression. 

That these difficulties incidental to the ac- 
quisition of exchange on the United States 
are not generally appreciated is evident from 
comment frequently heard. We have men- 
tioned in the past the rather crude witticism 
that the German people could make the repa- 
ration payments if disposed to do so by each 
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drinking one glass of beer less per day, and 
have called attention to the fact that if the 
German people abstained from beer complete- 
ly it would make no difference in their ability 
to pay reparations unless the creditor coun- 
tries would receive imports of beer and permit 
the application of the proceeds of the same 
upon that account, or admit other commodities 
which abstention from beer had enabled the 
German people to produce or purchase. 


A similar reply may be made to the com- 
mon observation that the debtor nations could 
make their payments to this country by re- 
ducing their expenditures upon armaments. 
If they ceased all expenditures upon arma- 
ments their ability to make the debt payments 
would not be increased unless the labor that 
had been employed upon armaments could be 
employed in the production of goods which 
would be admitted into the United States, or 
which might be exchanged for goods which 
would be admitted into the United States. 
The essential point is that payments of such 
magnitude can be accomplished only by trans- 
fer directly or indirectly of movable property 
of some kind to the creditor country. 


Great Britain’s Gold Payment 


Great Britain, having decided to make the 
payment of $95,550,000 due on December 15 
last, elected to make it in gold, and her reason 
for so doing, instead of making payment in 
exchange, illustrates the entire problem. In 
normal times payments across international 
boundaries have been made by bills of ex- 
change, except that from time to time excep- 
tional one-way movements of commodities or 
securities have occasioned moderate ship- 
ments of gold for the settlement of balances. 
In the entire history of this country prior to 
the war there were only two years in which 
our net importations of gold exceeded $100,- 
000,000. The gold shipments served to main- 
tain a common international basis for all cur- 
rencies, thus affording a firm basis for prices 
and trade. Movements aggregating as much 
as $100,000,000 were unusual because ordi- 
narily international transactions practically 
cancel and settle themselves in the clearings, 
as in the case of domestic payments. Indeed 
it has been demonstrated that stable relations 
between the world currencies are impossible 
unless such is the case. Exceptionally heavy 
drafts upon the gold reserves of any country 
will require drastic contraction of credit in 
that country, which inevitably precipitates a 
crisis. 

Unfortunately, in recent years, by reason of 
numerous derangements in trade and extra- 
ordinary payments of various kinds, (repara- 
tions and debts accounting for some of them), 
the balances calling for gold have been so 
heavy that 45 nations have found themselves 
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obliged to suspend gold payments. In the 
absence of this stabilizing tie the currencies 
all began to fluctuate in relation to each other, 
exchange rates varying with day-to-day de- 
mands, and the effects upon international 
trade have been so disastrous that a general 
call for an international conference upon the 
subject has arisen. 


At first it was proposed to hold such a con- 
ference immediately following the British 
Imperial Conference at Ottawa, but by that 
time the approach of the December 15 debt 
payments to the United States moved the 
debtor nations to desire that the conference 
be postponed until after that date. Since then 
no steps have been taken, for obvious reasons. 


Position of Great Britain 


Great Britain suspended gold payments on 
September 21, 1931, and her currency has been 
fluctuating in relation to gold ever since. 
Reckoned in dollars, the value of the pound 
sterling at the old par was $4.8665, but by 
December, 1931, it had declined to $3.25, from 
which it reached a high in 1932 of $3.83, then 
declined to about $3.47 in early October. 


In the latter part of October the movements 
of British exchange apparently began to feel 
the influence of apprehensions regarding the 
payment due to the United States on Decem- 
ber 15. The acquisition of exchange on New 


York would mean that pounds must be offered 
for dollars, which would tend to depress the 


former and raise the latter. The market rate 
of the pound in dollars declined gradually and 
with fluctuations, from $3.47 to about $3.30 
early in November, and then, as concern be- 
came more acute, to $3.20, and finally a low 
of $3.14%4 on November 27. At the former 
fixed par between the two currencies the 
equivalent of the above sum of dollars was 
219,630,000, but acquisition of the required 
amount of exchange at the low point would 
have required £30,381,000 of depreciated cur- 
rency or a premium, of 55 per cent. This pre- 
mium of course would not have gone to the 
United States government, but to the sellers 
of dollar exchange in the markets. Presum- 
ably on account of the prospective cost to 
the Treasury, and the possible effect of such 
purchases upon exchange rates, the British 
Government decided not to acquire exchange, 
but to make the payment in gold obtained 
from the Bank of England’s reserves. Upon 
this announcement the market value of pounds 
in relation to dollars recovered rapidly and is 
now above $3.30. No doubt the choice was 
best for immediate results, but it involved the 
position of the currency for the future. The 
payment reduced the gold reserve of the Bank 
of England to 23.6 per cent of its demand lia- 
bilities. The last statement of the Federal Re- 
serve system shows a reserve of 62.7 per cent. 


Effects of Exchange Fluctuations Upon the 
United States 


Perhaps by this time the reader is mentally 
commenting that while these fluctuations of 
the British currency are doubtless regrettable, 
he does not see that they constitute a problem 
that is up to the United States, which has 
problems enough of its own. This, however, 
is to ignore our relations to world trade, and 
the fact already set forth that debt-payments 
are dependent upon world trade. The fluctua- 
tions of the pound sterling are important 
everywhere because they both influence and 
illustrate the confusion in all of the exchanges. 
The pound sterling has been for a long time 
the most important monetary unit in the 
world’s exchanges. More bills of exchange 
have been drawn in pounds sterling than in 
any other money; more transfers take place 
between other currencies and the British cur- 
rency than between all other currencies and 
any other one currency. London has been the 
clearing house of the world. Therefore, insta- 
bility in the pound sterling exchanges have 
far-reaching effects. 


Let it be supposed that instead of making 
the December 15 payment in gold the British 
Government had chosen to acquire bills of ex- 
change on New York, and to make the example 
concrete, let it be supposed that it acquired a 
round sum of such bills from Brazilian coffee 
dealers who by shipments of that commodity 
had created credits in New York. These 
credits originally afforded means of making 
purchases in the United States, but when ex- 
changed for credits in London they would be- 
come available for purchases in Great Britain. 
In this case we would obtain the debt payment 
but lose the trade. 


More serious than this, however, would be 
the combined effects of all the bids for ex- 
change on the United States in depreciating 
the exchange value of other currencies in their 
relations to the currency of the United States. 
In prosperous times, when the total volume of 
the exchanges is large and rising, the demand 
for the debt payments might be absorbed with- 
out serious disturbance, but recent fluctuations 
of the pound sterling are obvious demonstra- 
tions of this influence under present conditions. 
The effects of rising rates for dollar exchange 
are seen in all branches of our foreign trade. 
They explain why, in competition with wheat 
quotations in Canadian, Australian or Argen- 
tine currencies, our total exports of wheat and 
the equivalent of wheat in flour from July 1 to 
December 10 this season totaled only 23,888,- 
000 bushels, compared with 75,766,000 in the 
previous season, whereas Canada’s exports 
(four markets) increased from 117,533,000 to 
175,156,000 bushels. Describing the ship 
charter market, the London Times of Decem- 
ber 10, made the following statement: 





Shipments of Australian Grain 


The week in the freight markets has been distin- 
guished by activity in the export grain trade from 
Australia, and many vessels have been chartered for 
voyages to both Europe and the Far East, The large 
buying of Australian grain has been encouraged by 
the exchange situation and by the consideration that 
at this period of the year the competition of other 
varieties of wheat is not so keen. The St. Lawrence 
season is now closing—the last grain-laden vessel has 
sailed from Montreal this week. The export of grain 
from the United States continues to be restricted by 
the adverse rates of exchange, and recently the United 
States has, from a cargo ship-owners’ point of view, 
receded into the background of the freight markets. 
The drop in the export of American commodities in 
bulk seems to have been accompanied by a decline in 
the shipment of general merchandise to this country, 
which has been indicated in a falling off in a demand 
for vessels on time charter and in a preference for 
smaller ships, whereas in the past larger vessels have 
been wanted by the chartering firms. Business men 
are not at all surprised by the decline in American 
exports in view of the increased cost of United States 
merchandise owing to the unfavorable exchange. 


In the past both the United States and 
Canada have had considerable sales of wheat 
and flour in Asia, but an effect of the con- 
fusion in exchange rates is seen in the fact 
that this year both countries have been elimi- 
nated from that field by Australia, whose cur- 
rency rates are lower than those of either of 
the other two countries. 

The discount on the Canadian dollar, and 
the new tariff rates, are together having a en 
depressing influence upon our trade wit 
Canada, and one curious effect reported is an 
increase of American ocean travel by Cana- 
dian steamship lines, due to the fact that 
Canadian currency can be used to accomplish 
a reduction of fares. 

Furthermore, the effects of depreciated for- 
eign currencies are seen not only in our loss 
of exports, but in the aid thus given foreign 
competitors to place their goods in our mar- 
ket. The Tariff Commission is busy with ap- 
peals for help from the domestic industries 
against this intrusion, and President Hoover 
recently has approved recommendations by the 
Commission for higher duties in a number of 
cases. Reports are current of American manu- 
facturers who are considering the possibility 
of producing abroad to supply their regular 
trade in this country. 

The effects of depreciation in the principal 
exchanges were not important prior to about 
the middle of 1931, and since then these effects 
have been minimized by the moratoria that 
have been in force. They are a new and addi- 
tional element in the exchanges, but already 
their influence is distinctly observed. The in- 
stability of the British currency has been a 
marked feature of recent months, and has been 
directly related to the December 15 payment. 
It is to he considered that the aggregate re- 
duction in the volume of this country’s foreign 
trade since 1929 (approximately 70 per cent) 
is so great that obviously the influence of equal 
purchases of dollar exchange now would be 
very much greater than in former years. 
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Competitive Currency Depreciation 


There can be no question that depreciation 
of currencies has brought into trade a new 
and demoralizing competition. It is sometimes 
suggested that the United States should join 
in this competition to protect itself from the 
consequences to its trade, and should there- 
fore cut loose from the gold standard and de- 
preciate the dollar, but this only illustrates the 
infectious character of dangerous ideas. In 
Great Britain, as is well known, there are many 
advocates of a cheaper pound, and in Canada 
of a dollar cheapened in relation to the pound. 

The theory that a country strengthens its 
competitive position by depreciating its money 
is deceptive and utterly unsound. One coun- 
try adopting this course may gain a temporary 
advantage in export trade by offering goods 
at the same nominal price in cheaper money, 
but once the competition is entered upon there 
is no stopping place short of the zero point 
for all. It is the most uncontrollable, demor- 
alizing and fruitless competition that can be 
imagined. 

There can be no gain in the competitive 
capacity of a country by cheapening its money, 
except as some factor in production may have 
its real compensation reduced in the shuffle. If 
labor is willing to receive the same pay in a 
money of lower purchasing power, costs and 
prices can be reduced to this extent. 

The Union of South Africa, which is the 
chief gold-producing country of the world, is 
reported to have abandoned gold payments 
within the last week. The Mine Operators’ 
Association has been urging this course ever 
since Britain left the gold basis, for the scarce- 
ly concealed purpose of effecting a reduction 
of wages. If the gold output sells at the pres- 
ent premium of gold over the sterling cur- 
rency, (about 33 per cent) and mining wages 
can be paid in the depreciated currency at the 
same rates as heretofore, the gain to the min- 
ing companies will be important. It is urged 
that the life of many of the old mines can be 
substantially prolonged by the change. 

The price changes resulting from a depreci- 
ated currency may come so gradually, espe- 
cially in a time of depression, as not to be 
noticed for some time, but this is pure decep- 
tion. In the long run all relations tend to make 
corresponding readjustments, although there 
never can be complete compensation for the 
injustices that result. 


All Countries Wanting Stabilization 


All of the countries whose currencies are 
depreciated and fluctuating under varied influ- 
ences, including the manipulation of specu- 
lators, are anxious for some constructive action 
to stabilize the exchanges, but there is no de- 
nying the fact that the war debt payments are 
everywhere regarded as a menace to all efforts 
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of this kind. At this time men of understand- 
ing everywhere are asking each other whether, 
if the attitude of the United States is unalter- 
able, an international conference is worth 
while. Have we made such a thorough study 
of this subject as warrants our saying that 
there is no ground for such fears? 

If Great Britain had chosen to make the last 
payment by gathering up exchange on New 
York over the world it is probable that sterling 
rates would have gone still lower, which means 
that dollar rates would have been forced still 
higher, increasing the handicap under which 
our products already labor in foreign markets. 

The policy of Britain in making payment in 
gold was dictated by unwillingness to thus 
depreciate her currency further, while paying 
an enormous premium for the exchange. Her 
intimation that she cannot continue in the 
future to pay in gold cannot be intelligently 
discounted, for in the present state of industry 
and trade she has not the means of acquiring 
such amounts of gold. 


The Actual Difficulties 


We have endeavored to set forth, not a dis- 
cussion of all the rights involved in the debts 
controversy, but some of the practical difficul- 
ties which involve attempts to pay great sums 
across international boundaries in the present 
disorganized state of world trade and world 
monetary systems. 


We are obliged to recognize that these debts 
were not created by shipments of gold to Eu- 
rope, but by sale of our products at war prices; 
also that as a people we are opposed to accept- 
ing payment in products which would displace 
the products of our own industries; also the 
increased difficulty of obtaining dollar ex- 
change for these payments, as a result of the 
heavy decline in the volume of our foreign 
trade; and finally that if the debt payments 
have the effect of creating greater confusion 
in the exchanges and lower prices for our farm 
products their effects upon American debtors 
would not be helpful, but injurious. 


Evidently this country is an important fac- 
tor in the present world situation. We are in- 
sisting upon the performance of agreements 
which, whatever the original equities may have 
been, are said to be now a bar to cooperative 
efforts for the reestablishment of order. Are 
we able to deny the truth of these represen- 
tations? 

Finally, what policies are open to this coun- 
try and what results may be expected to follow 
upon them respectively? 

If there is no stabilization of the currencies 
the efforts of the debtor countries to make 
payments in exchange may be expected to 
increase the disorder in the exchanges and the 
depreciation of the currencies, the effect of 


which must be to practically compel our 
abandonment of foreign trade. We would have 
to resort to a veritable tariff wall of exclusion 
to protect the home market from a kind of 
competition that while it lasted would be utter- 
ly unfair and destructive. In other words, we 
would have to take a distinctively defensive 
position, and endeavor to reform our economy 
with a view to living within ourselves in the 
future. We are aware that not a few people 
consider this to be a practicable policy, but 
we cannot think they have any adequate idea 
of the extent of the readjustments that would 
be required, the length of time they would 
require or what the cost would be. Moreover, 
it is certain that there would be no collections 
on the debts. In our opinion the proposal is 
impracticable and futile, and would deny the 
natural ambitions of an enlightened and pro- 
gressive people. 

Another course would be to adopt monetary 
depreciation ourselves and endeavor to keep 
up with, or a little ahead of, all competing 
depreciations while the game lasted, until all 
the world arrived at the plight which Germany 
reached in 1923, without stopping to think who 
would perform the rescue act which the Dawes 
Commission and Germany’s creditors per- 
formed in 1924 by the reestablishment of a 
sound monetary system in order that Germany 
might pay reparations. We look upon this 
proposal as we would upon one to have a boat 
race over the Niagara cataract. 


There remains the opportunity to gain a 
stabilization in the price structure of goods 
moving in international trade through those 
efforts that would result in the reestablish- 
ment of the monetary systems of the world, 
and especially of those countries with which 
debt adjustments may be made, to the end that 
such currencies may attain a gold basis and 
have a direct and continuing relationship to 
the dollar. We offer no plan for settlement of 
the debts, but any adjustments that are made 
should be such as to give full promise of the 
accomplishment of this purpose, as we believe 
it to be a fundamental factor in our own 
recovery. 


Money and Banking 


A further increase of $167,000,000 in the 
monetary gold stocks of the United States was 
the most important banking development dur- 
ing December. This more than offsets the losses 
of the Spring and establishes gold holdings at 
a new high point for the year. The principal 
factor in the increase was the payment on De- 
cember 15 of $95,550,000 in gold by the British 
Government on account of war debts. The bal- 
ance of gold gain included shipments of $31,- 
420,000 from Great Britain apart from pay- 
ments on the war debt. Towards the close of the 
month, the weakness of French exchange re- 
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sulted in imports of $9,000,000 from Paris, the 
first actual movement of gold from that center 
to New York since April, 1931. In addition, it 
is reported that $9,000,000 is en route from 
France. 


Reflection of the payment by the British 
Government to this country appeared in the 
Federal Reserve statement of December 21. 
Upon request of the Bank of England, the 
Federal Reserve Bank of New York arranged 
to place at the disposal of the Bank of Eng- 
land on December 15 gold to the value of 
$95,550,000 against an equivalent amount of 
gold to be earmarked for the account of the 
Federal Reserve Bank of New York in Lon- 
don pending shipment to New York. On De- 
cember 15 the Bank of England instructed 
the Federal Reserve Bank to pay the gold to 
the United States Treasury, which in turn re- 
deposited the gold in the Reserve Bank, re- 
ceiving in return a book credit against which 
it drew in connection with its own public debt 
payments on the 15th. Meantime, the gold 
itself is being carried on the books of the Re- 
serve Banks as “gold held abroad” and is 
included in the monetary stocks of the United 
States, though not in the reserves of the Re- 
serve Banks, which, according to law, must be 
held in this country. Gradually, as shipping 
space becomes available, the gold will be 
transported. 


Abnormal Accumulations of Funds 


The effect of these payments and of gold 
imports to the United States was to add fur- 
ther to the already redundant bank reserves 
of this country. Ordinarily, in the month of 
December, there is a large expansion of cur- 
rency in use by the holiday trade, which, in 
other years, would have offset a considerable 
gold inflow at this season. But this year the 
demand from this source has been consider- 
ably smaller than usual, with the result that 
the cash balances of the member banks at the 
Reserve Banks have gone up to the highest 
levels since June a year ago. Inasmuch as the 
deposit liabilities of these banks have greatly 
shrunk over the past year, it is apparent 
that the banks are the possessors of far larger 
reserves than they can find safe and profitable 
use for under present conditions. For the 
member banks alone the total of this “excess” 
alone is estimated at substantially above $500,- 
000,000, or enough to support a volume of 
bank credit approximately $5,000,000,000 larg- 
er than at present, and with the figures of the 
non-member banks included the total would 
be much larger. 


The existence of this huge store of idle 
funds is the dominating feature of the money 
markets. It explains the unprecedentedly low 
rates for prime short-term investments, but 
beyond that it demonstrates completely the 


futility of the claim occasionally heard to the 
effect that the country is suffering from a 
money shortage. Clearly the volume of funds 
awaiting the beck and call of business is enor- 
mous. In view of the magnitude of the excess 
funds already built up, the question is worth 
considering whether the interests of the 
country are best served by adding further to 
these sterile gold stocks or by cooperating in 
every way possible with measures designed 
to improve world trade and put these idle 
stocks to work. 


Bond Market Improvement 


The action of the bond market has been more 
encouraging during the past month in that the 
declining tendency of previous months was less 
in evidence and prices in a number of depart- 
ments displayed notable strength. High grade 
issues were particularly favored, due appar- 
ently to absence of any year-end monetary 
strain and to other indications of continued 
plethora of funds. United States Government 
issues were leaders of this group, a number of 
the larger issues showing advances ranging 1 
to 2 full points to new high levels, while Treas- 
ury one-year certificates reached price levels 
reducing the yield to less than % of 1 per cent. 

New York City bonds responded to the 
measures taken to protect the City’s credit 
(discussed elsewhere in this Letter) by rising 
to new high points for the year, and other high 
grade municipals were in demand. In the for- 
eign list, German Government obligations were 
especially strong, reflecting increasing confi- 
dence in the economic progress of Germany. 
Second grade domestic rails, on the other hand, 
were generally soft under the influence of fears 
of impending reorganizations or receiverships. 

Of significance are the figures in the follow- 
ing table showing the drastic shrinkage that 
has taken place in the volume of corporate 
financing during the past two years. The fig- 
ures are of interest, not only for their bearing 
on the demand-supply situation in the invest- 
ment markets, but likewise for what they show 
as to the rate of capital investment in industry. 
In this decrease lies both an explanation of 
the depression of the present and the basis for 
the recovery of the future. 


Corporate New Capital Offerings* 


(in Million Dollars) 
Invest- 
Indus- Land& ment 
trial@& Build- Trusts& Total 
Related ings Misc, Issues 
1,098 426 4,101 
. 1,944 1,196 507 
2,571 1,281 909 
2,176 1,407 1,781 
. 2,479 1,928 3,712 
3,162 1,071 466 
1931 - 1,294 273 67 
1932°°*...... 290 9 11 


Railroad 
Calendar & Public 
Year Utility 
1925...ccc- 1,861 


*Source—Commercial and Financial Chronicle. 
**December figures preliminary. 
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New York City Finances 





Progress towards the solution of the finan- 
cial difficulties of the City of New York has 
made rapid headway during the past month. 
Impelled by the crisis in the City’s affairs be- 
cause of inability to provide ready money for 
pressing maturities and other obligations, the 
Board of Estimate and Apportionment of the 
City passed a resolution on November 30 ask- 
ing for a special session of the State Legis- 
lature to authorize the City to take certain 
steps to reduce its cost of government. On 
December 9 the Legislature was convened, and 
on the morning of the 15th adjourned after 
having taken action as follows: 


(a) A bill had been passed to authorize the City 
authorities to reopen the budget for 1933 for the pur- 
pose of making further reductions therein; 

(b) Another bill had been passed to authorize tem- 
porary reduction in teachers’ salaries; 

(c) The third bill had been enacted into law em- 
powering the City generally to reduce the salaries of 
its employes; and, 

(d) A resolution had been adopted setting up a 
legislative committee to take steps toward revision of 
the City’s charter by the regular session of the legis- 
lature in 1933. 


The Origin of the Difficulties 


By this legislation the way is now cleared 
for the City to deal effectively with its finan- 
cial problems. For over a year these problems 
have been a source of growing concern to 


bankers and the investment market generally 
by reason of the tardiness of the City govern- 
ment to recognize the imperative necessity of 
adapting its financial policies to the exigencies 


of the time. At bottom the difficulties with 
which the City has been contending are the 
same as those facing all governments, and 
most business concerns and individuals. They 
are difficulties of adjusting ideas, habits and 
general scale of living to reduced incomes. 
Such adjustments, difficult enough for business 
concerns and for the individual, are doubly 
difficult for governments because of the enor- 
mous weight of the political influences in- 
volved. 


During the period of rising business activity 
and prices, the expenditures of New York 
City, in company with those of the American 
people generally, underwent a large increase. 
With prosperity and abundant revenues came 
a natural demand for extensive public im- 
provements voted by a rich and growing com- 
munity. The number of office holders in- 
creased and wages and salaries of public em- 
ployes rose in conjunction with the general 
rise of the cost of living. Things were done 
on a broad scale, and the cost of government 
steadily increased, as shown by a rise in the 
budget from $351,000,000, exclusive of capital 
outlays, in 1922 to $631,000,000 in 1932, and in 
the net funded debt from $1,067,000,000 to $1,- 
737,000,000 during the same period. 


Mounting taxes, paid with relatively little 
protest while income from property held up, 
have become a serious burden as vacancies in 
business and residential properties have in- 
creased. Real estate values have fallen, fore- 
casting a further decline in assessed valuations 
and in the general property tax which consti- 
tutes the principal source of City revenue. 
The collection of taxes has lagged. In the 
face of general deflation in other fields of busi- 
ness, New York City expenditures continued 
to increase throughout the first two years of 
the depression, with the result that the 1932 
budget was the largest on record and the City 
at the beginning of the year was still con- 
templating a building program that would cost 
in excess of $1,500,000,000 over the next de- 
cade. The same disregard of basic economic 
conditions was characteristic of municipal fi- 
nance generally throughout the country. 


The Crisis of Last January 


With large maturities falling due in January 
a year ago, in addition to the usual running 
expenses, the City at that time found the in- 
vestment markets in so unsatisfactory a state 
as to practically preclude the possibility of a 
refunding operation. In this emergency the 
City called in representatives of New York 
banks to cooperate in formulating a program 
for raising the necessary funds. The bankers 
made a careful study of the situation and 
agreed to furnish the required monies provid- 
ing the City would definitely engage itself to 
a policy of economy and retrenchment needed 
to reestablish its credit on an assured basis. 
This the City promised to do, making public 
declaration of its intention in a resolution 
passed by the Board of Estimate on January 
20 which read in part: 

The City Administration shall forthwith undertake 
measures to curtail and postpone its plans and under- 
takings; shall seek in every way to reduce the cost of 
its present activities, and shall endeavor to limit new 
projects to those which are self-sustaining in order 


that the City may more effectively employ its resources 
in serving the vital needs of the people; and 


That studies will be promptly undertaken with the 
purpose of developing new sources of revenue and 
of determining what present activities of the City 
may be put on a totally or partially self-supporting 
basis; further that each department head is hearby 
directed to submit his plan in accordance with the 
terms of this resolution and as promptly as possible 
to make a report to the Mayor on such suggestions 
or plans. 


Economy Promises Ignored 


Thus, the situation was temporarily eased 
and there was a substantial recovery in the 
prices of City securities. Aside, however, 
from the postponement of approximately 
$215,000,000 of public works, very little was 
done by the City to carry out the promise of 
economy. At the same time, the revelations of 
the Seabury investigation during the Summer, 
together with the action of the Board of Esti- 
mate in checkmating the economy efforts of 





Acting Mayor McKee, were decidedly damag- 
ing to the City’s credit, and raised a question 
in the minds of investors as to the seriousness 
of the City’s intentions to put its finances on 
a sound basis. And these doubts were further 
increased by the action of the Director of the 
Budget on October 5 in bringing in a budget 
for 1933 calling for a reduction of only $16,- 
717,385 from the record figure of 1932. 


It was at this point that the City was obliged 
to call upon the bankers for the second time 
during the year. On October 13 Comptroller 
Berry asked the City’s principal bankers, the 
Chase National Bank and The National City 
Bank, for a loan of $35,000,000 for the purpose 
of meeting pressing requirements, including 
payrolls and unemployment relief. This re- 
quest was refused by the bankers, pending 
further reductions in the budget, and in conse- 
quence of this refusal the Board of Estimate 
adopted a revised plan of subway financing, 
extending $104,000,000 of four-year subway 
bonds held in the City’s sinking fund to fifty- 
year maturities, thus reducing the current 
charges on the budget by approximately $50,- 
000,000. This, together with other accounting 
changes and minor cuts in expenditures, ef- 
fected a net reduction of $56,000,000 from the 
budget as first proposed to $558,407,000, 

While these reductions were not regarded 
as satisfactory by the investors or civic organ- 
izations generally, the bankers agreed to 
finance the City’s requirements for November 
estimated at approximately $21,000,000, includ- 
ing unemployment relief. At the same time 
they called attention to the failure of the City 
to keep its promises with respect to economy, 
and declined to make any commitments be- 
yond November. 


Thus the situation remained at stalemate 
until the close of the month when the prospect 
of approximately $151,000,000 of revenue bills 
maturing, together with other current obliga- 
tions, impelled the Board of Estimate on the 
30th to ask for a special session of the Legis- 
lature, at which the economy bills were speed- 
ily enacted into law as outlined in an earlier 
paragraph. The way was thereby paved for 
budget reductions and the bankers are financ- 
ing the City temporarily, pending the prom- 
ised reductions in the 1933 budget, which 
should reassure and satisfy the investing pub- 
lic to a point where securities of the City can 
again find a market on a creditable base. 


Attitude of the Banks 


Because of constant misrepresentation on 
the subject, it is in order to make clear the 
attitude of the bankers in negotiations that 
have taken place. 

The bankers do not attempt to concern 
themselves with the administration of the City 
affairs nor to say where money shall be spent 
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or shall not be spent. It would be an impro- 
priety for the bankers to dictate just where 
savings in the budget should be made. They 
have not done so and they have no intention 
of doing so. Their concern is purely the credit 
standing of the City, where their responsibility 
is two-fold; first, to those investors who 
through the bankers have purchased hundreds 
of millions of the City’s obligations; and, sec- 
ond, to the City, to which they attempt to 
reflect the attitude of the investing public 
whose confidence in the City is essential in its 
necessitous future borrowings. 

The first and foremost requirement for the 
maintenance of credit is a balanced budget; 
that is, an equalizing of expenditures with the 
reasonably to be expected income from tax 
levies. Under existing circumstances tax levy 
expectations are lower and therefore expenses 
must be lower. Because the City authorities 
have failed to attack this problem with sin- 
cerity, the result has been that the City’s 
credit has substantially ebbed. 

The closing of the 1933 budget without im- 
pressive economies brought the City face to 
face with the fact that potential buyers of the 
City’s securities, by which is meant insurance 
companies, savings banks, trustees of estates 
and individual capitalists, lost confidence to a 
point where they refused to purchase addi- 
tional securities and threatened to throw into 
the market City securities which they already 
held. As a result bankers were obliged to say 
to the City authorities that there must be 
further reductions in their expenditures, 

About sixty per cent of the expenses of the 
City are for personal services and unless that 
item could be reduced any substantial reduc- 
tion in expenses was impossible. The City 
authorities showed that over two-thirds of the 
cost of personal services was controlled by 
mandatory State legislation and contended 
that that item could not be touched since any 
reduction of salaries and wages not controlled 
by mandatory legislation—this being the 
smaller part—would be looked upon as gross- 
ly unfair unless the larger body was similarly 
affected. The obvious answer of the bankers 
then was that there seemed no alternative but 
to ask relief from the State Legislature from 
the mandatory legislation, to the end that 
there could be some reasonable economy ob- 
tained in personal services, and further to ask 
for a reopening of the budget to the end that 
there might be other savings established, it be- 
ing clear that it would be necessary to take at 
least a $40,000,000 cut in the budget to assure 
that balancing process which alone could sat- 
isfy the skeptical investor. 


The Basis of New York City’s Credit 


Backed by the wealth and resources of the 
greatest city of the United States, there is no 
question as to the intrinsic soundness of New 
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York City issues. Even with the slowing up 
of tax collections, the total taxes received by 
the City for the year up to and including No- 
vember 30 were only about 74% per cent less 
than those collected for the corresponding 
period of last year. Though it be admitted that 
these levies represent an undue burden upon 
the taxpayer under present conditions and 
must be reduced, nevertheless the relative 
stability of New York City’s sources of reve- 
nue, compared with the fluctuations in income 
of corporations and individuals generally, 
makes a remarkably fine showing. It is signifi- 
cant also that New York City taxpayers con- 
tribute 75 per cent of the revenues received by 
New York State, yet the latter recently sold 
an issue of $30,400,000 one to fifty year serial 
3 and 3% per cent bonds. The long maturities 
were offered to the public at prices yielding 
3.15 per cent. This compares with a yield of 
4.75 per cent on outstanding comparable New 
York City issues. The problem, in other words, 
is not primarily one of income. It is a ques- 
tion of good management and of firm inten- 
tion on the part of public servants to cut finan- 
cial garments to suit the cloth,—a policy which 
alone assures solvency, whether the subject be 
a government, a corporation or an individual. 


Already the City’s budget for 1933 has been 
reduced $74,000,000 from the 1932 total of 
$631,000,000, and the additional economies of 
$40,000,000 to which the City is definitely com- 
mitted will bring the total reductions to $114,- 
000,000. By just so much as the City carries 
out its promises and evinces a real determina- 
tion to institute the economies that the times 
demand, to that extent wiil its credit be re- 
stored to the high place to which it is prop- 
erly entitled. 


North Dakota Votes Down A Moratorium 





One of the events of the last election which 
has not had the publicity which its importance 
deserves was the action of the voters of North 
Dakota in defeating by 38,000 majority a 
referendum proposal to establish a partial 
moratorium upon indebtedness in that State 
for the period of three years. In view of the 
critical state of agriculture and the representa- 
tions that have been current in Washington 
about the attitude of the farmers, this vote is 
sensational as a revelation of the background of 
conservatism actually existing in the agri- 
cultural country. 


North Dakota has had several spasms of 
“progressive” politics in years gone by, and has 
a variety of unique acquisitions from them of 
which one is the system of direct legislation 
known as the initiative and referendum, at one 
time hailed as the solution of social problems. 
This movement for a moratorium was “initia- 
ted” in the primary campaign last June. It was 


fathered by the Farmers Union of North 
Dakota, which secured sufficient signatures to 
entitle it to a place on the primary ballot. As 
then proposed it provided for a five-year 
moratorium on all debts and taxes except con- 
ditional or installment sales agreements, and 
also excepting debtors who could be shown 
able to pay. The proposal looked formidable, 
but opposition promptly developed and after a 
vigorous contest the measure was defeated in 
the primary by about 18,000 votes. 


The Farmers Union then redrafted the 
measure to eliminate the exemption of condi- 
tional or installment sales agreements, and to 
provide for only a three year “recess” instead 
of five; cursory mention of need for the 
“Frazier Bill” (fiat currency) also was elimi- 
nated from the later draft. Sufficient signa- 
tures were obtained to put this measure on 
the General Election Ballot November 8th. 
This time the Farmers Union, at their State 
convention, in local rallies, through wide cir- 
culation of their official organ, the Farmers 
Union , Herald, and by other similar means, 
conducted an intensive campaign for the 
measure. 


The scope of this measure was as follows: 


An act providing a partial moratorium for three 
years on all existing indebtedness at effective date 
(December 8), including taxes and debts due by indi- 
viduals to State, county, and other political subdivis- 
ions; except that its benefits shall not extend to cor- 
porations, nor to any person who, upon order to show 
cause before any district court, is found to be able 
to pay without sacrificing home, lands, or goods and 
chattels with which he creates wealth for a living or 
which are necessary to maintain his family. 


No official may levy upon, attach, or sell personal 
property (other than above excepted) under an execu- 
tion issued upon a judgment or upon any other indebt- 
edness at effective date, for a period of three years, 
provided only that debtor pays 1% interest annually. 

Sheriff's deed shall not issue on foreclosure sales for 
three years, nor may the state foreclose or cancel any 
land contract provided debtor pays 1% interest and 
future taxes. Nor may any county issue a deed on 
any tax certificate now outstanding provided debtor 
pays 1% annual interest. 


Realizing that a large vote would be cast in 
the presidential election, and appreciating the 
appeal which the proposal would naturally 
have under the distressing economic conditions, 
the opposition rallied for a more determined 
fight in defense of the good name and credit of 
the State. The campaign was an intensive one, 
carried on by posters, pamphlets, newspaper 
advertisements, speeches and radio. It com- 
pletely overshadowed the presidential contest, 
and the result was a more sweeping victory 
for the forces of conservatism than in the 
primary election. This is believed to show 
beyond cavil that regardless of hard times and 
the specious arguments in favor of lying down 
on their obligations, the people of North Da- 
kota intend to pay their way through and 
keep their State’s record clear. They know 
the difficulties, but also know the difficulties 
of any other course. Their action cannot fail 





to exert a wholesome influence throughout 
the country. These are times that try the 
mettle of men, and this vote will be a matter 
of State pride in the years to come. 


A Lesson from the Milk Industry 


A further reduction in retail milk prices in 
New York City was announced last month, ac- 
companied by a reduction in the prices paid to 
producers for raw milk. The production of 
milk is the most important source of income to 
New York farmers, and milk and other dairy 
products are among the most essential food 
commodities entering into the consumption 
of the city population. A study of the milk 
situation in New York therefore is interesting 
for the bearing the facts have both upon the 
economic status of an important group of 
farmers and upon costs of living to the mass 
of the people in New York City. The study 
is made more significant by comparing present 
facts with the corresponding ones existing in 
1913, for this illustrates the changes in the 
relationship between agricultural products and 
urban products and services generally, and 
also shows why one of the chief items in the 
cost of living in the city is approximately 22 
per cent higher than in 1913. It illustrates 
therefore the general maladjustment which is 
one of the chief factors in this state of depres- 
sion and unemployment. 


Milk Prices 


Since 1929 the average price received for all 
milk by the farmers of New York State has 
declined from $2.75 per hundred pounds to 
$1.18 in November, 1932, and is 20 per cent be- 
low the average received in 1913, which was 
$1.47. The retail selling price of standard grade 
B milk delivered to the family trade in New 
York City has been reduced from 16 cents per 
quart in 1929 to 11 cents at present, but as 
compared with the pre-war price of 9 cents it 
is still 22 per cent higher. 

The comparison usually made is between 
the selling price for bottled milk and the price 
received by the farmer for all milk, but such 
a comparison is misinforming in several re- 
spects. Retail sales of fluid milk represent an 
important but not major portion of the sales 
of milk for all purposes, at present making 
up from 25 to 40 per cent of the total. The 
Dairymen’s League Cooperative Association, 
Inc., whose membership includes a large pro- 
portion of the New York State dairy farmers, 
has had in effect since 1921, by agreement 
with the milk distributors, a varying scale of 
prices for raw milk, dependent upon the use 
to which the milk will ultimately be put. There 
is a basic or contract price, now $1.52 per hun- 
dred pounds (compared with $3.39 in 1929) for 
the milk sold for retail distribution in bottles, 
but the surplus of milk over the contract re- 
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quirements is sold for other purposes at what- 
ever prices it will bring in the competitive mar- 
kets. ln November, for example, the quoted 
price of the Dairymen’s League for milk to 
be made into cream was $1.06 per cwt. (plus 
certain allowances for skim milk), for manu- 
facture into condensed and evaporated milk 
$1.20, for butter $0.78% and for cheese $0.94 4. 
When the milk for these various purposes had 
all been disposed of, and the operating ex- 
penses and any possible losses of the coopera- 
tive association had been deducted, the farmer 
received a settlement that amounted to $1.18 
per cwt. on an average for all milk sold. 

The relative change in the November, 1932 
prices as compared with 1913, when there was 
a uniform price, is shown in the chart below: 
pe = oyna 





D fa F 
“47% ~-3e% —-20% 


A B c 
+22% -28% —18% 





=25 











-50 

Percentage Change, 1913 to November 1932, in Prices 

Received by Farmers for Fluid Milk Used for Differ- 
ent Purposes in the New York Market. 


A—For the New York retail trade. 
B—For making into cream. 
C—For condensing and evaporating. 
D—For butter manufacture. 
E—For cheese manufacture, 
F—Average for all purposes. 

It would be unfair to charge against the 
distributor of fluid milk the difference be- 
tween this $1.18 and the retail selling price, 
inasmuch as the distributor paid in November 
the $1.79 rate for all milk purchased by him 
for retail sale, which price has since been re- 
duced to $1.52, accompanied by a reduction 
in the retail price. 

Another serious error in the price compari- 
son as usually expressed is the assumption that 
all of the liquid milk is sold at 11 cents per 
quart, the prevailing price for the standard 
grade B milk delivered to family trade. Only 
a portion of the sales is made in this way, the 
balance being sold at wholesale in bottles to 
stores, restaurants, etc., at 8 cents per quart, 
and in bulk at 32 cents per gallon, and much is 
sold below these “prevailing” quotations. 





The Problem of the Surplus 


The figures given above for the varying 
prices received by farmers for milk, according 
to the uses to which it is devoted, show that 
the best price is from the retail distributor, 
while the manufacturers of condensed milk, 
cream, butter, cheese, ice cream and other 
products pay much lower prices for practically 
the same standard grade of milk. The explana- 





January, 1933 


tion of this is, first, that the contract supply 
for the distributing companies must be ob- 
tained from a local area, and the price must 
be high enough to maintain a reliable supply, 
and second, that the surplus over these con- 
tract. requirements must be sold on a basis that 
enables the purchasers to meet the competition 
of all dairy products coming from other parts 
of the United States, and at times from foreign 
countries. The milk companies dealing with 
the Dairymen’s League justify their assent to 
the policy by their desire to cooperate with the 
League in efforts to maintain a fair price to the 
farmers of the New York milk shed and an 
assured supply of wholesome milk for their 
trade. 

It is evident, however, that the system has 
not entirely solved the milk problem even for 
the farmers who have the benefit of close 
proximity to the big New York city market. 
The fact that the Dairymen’s League is now 
producing more milk than can be sold at the 
pegged price shows the influence of the 
pegged price upon the total production, and 
the fact that the peg has been lowered from 
$3.39 per cwt. in 1929 to $1.52 shows that 
the League has recognized the law of supply 
and demand to be still dominating the situa- 
tion. Obviously the pegged price for a portion 
of the milk supply has been a factor in the 
action of the League members in increasing 
their production. Of course, they know that 
this increase of production is lowering their 
average price upon all sales, but the individual 
member considers it to his advantage to go on 
getting as much milk from his own herd as 
possible, either by adding to the herd or im- 
proving it. 

It should be added that the decline in prices 
of dairy products seems to have been due in 
less degree to an increase of production than 
to a decline in the purchasing power of con- 
sumers. This does not affect the validity of 
the above analysis, for price is affected by the 
relationship between supply and demand 
whether changes occur on one side of the 
equation or the other. 

It is apparent that the farmers who have 
these fluid milk contracts are faring much 
better than the great body of dairy farmers 
over the country, who must sell their milk 
only for manufacture into the other products. 
Furthermore, in considering the general loss 
of purchasing power which has befallen the 
farming population it must be borne in mind 
that even the low-priced dairy products are 
still more remunerative—especially to farmers 
who have built up herds of high productivity— 
than the common field crops or other primary 
products which can be marketed in abundance 
from almost a state of nature. Here is light on 
the world-wide disruption of trade relation- 
ships between primary and finished products, 


Rising Costs of Distribution 
The changes that have occurred in the 


buying and selling price of milk for household’ 


use, and in important items entering into the 
cost of distribution are shown in the chart 
below which gives the percentage change be- 
tween the 1913 average and December, 1932, 
PERCENT 
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Percentage Change, 1913 to December, 1932 in Cost, 


Distributing Expenses and Retail Selling Price of 
Fluid Milk in the New York Market. 


A—Paid farmer by fluid milk distributor. 
B—Railroad freight charges. 
C—Delivery routemen’s earnings. 
D—tTotal spread for distribution. 
E—Retail selling price, delivered. 

The lesson of these charts and of this milk 
article is in the changed relations since 1913 
between prices received by farmers, prices paid 
by consumers and the costs of transportation 
and distribution. On milk for the retail trade 
farmers receive 3 per cent more, but on all 
other milk substantially less, while consumers 
at retail pay 22 per cent more, railroad freight 
charges are 42 per cent higher, (railroad wages 
being 140 per cent higher) delivery route men 
receive 110 per cent more, and the total spread 
between producer and consumer on retail milk 
is 32 per cent higher. 

As previously stated, the price paid to the 
farmer by distributors of fluid milk, although 
now down from $3.39 per cwt. in 1929, is up 
from $1.47 per cwt. in 1913 to $1.52, or by 3 
per cent, but the net price for all milk received 
by members of the League Cooperative Asso- 
ciation has declined from $1.47 to $1.18 or by 20 
per cent, as a result of the sliding scale of pay- 
ments introduced in 1921 and the increasing 
surplus produced during more recent years. 

Since 1913 practically every important item 
in the costs of distribution has been increased, 
despite improvements in operating efficiency 
and the investment of large amounts of new 
capital in the industry. Obviously the dis- 
tributing companies would desire to keep costs 
as low as possible, but their costs, whether 
directly for wages or for supplies, nearly all 
in the end represent pay for personal services, 
and have shared in the general increase of such 
pay. Taxes are an item of no small importance 
to which this statement also applies. 

Railroad freight rates, from the 201-210 mile 
zone, which is representative, have been in- 
creased from 32 cents per 10-gallon can to 45.5 
cents, or by 42 per cent, which we have here- 
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tofore seen is in labor costs. The country sta- 
tion handling expense, cost of trucking from 
terminals, of pasteurizing and of bottling, 
nearly all of which represent labor cost di- 
rectly or indirectly, have increased in harmony 
with the general wage movement, while the 
average earnings (including commissions and 
various allowances) of the routemen who de- 
liver milk for the larger distributors have 
been increased from approximately $19 per 
week to $48 and since reduced to $40, leaving 
a net increase of 110 per cent, accompanied 
by an increase in the volume per route unit, 
while the workers have also benefited by the 
introduction of the six-day week, vacations 
with pay, group insurance, etc. 


In view of the increase of distribution costs 
the advance in retail milk prices from 9 to 11 
cents, or by 22 per cent, does not seem ex- 
cessive, and according to the distributors has 
been made possible only by new economies, 
which they are continually striving to ac- 
complish, and by the constant investment of 
new capital. The general rise of wages and 
all costs has necessitated large additions to 
capital to handle the business. 


Price Fluctuations 


During the period of inflation in 1916-1920, 
the increase in prices charged consumers, if 
calculated on a percentage basis, lagged behind 
the increase in prices paid to farmers, the dif- 
ference being absorbed by the distributing 
oe as may be seen from the following 
table: 

Fluid Milk Prices, 1913-1920 


(In cents per quart) 
Paid to New York 
State Farmers 1913 1917 1918 1919 1920 


Price, per qt..3.26c 5.58¢ 6.96¢ 7.53¢ 7.62¢ 
Increase over 

1913, perqt. — + 2.82c + 3.70¢ + 4.27c + 4.26c 
% Increase 

over 1913... — + 71% +113% +131% + 130% 


Retail Price, 
New York City 


Price, per qt. 9c 12¢ 14c 17c 17c 
Increase over 
8c + 5c + 8c + 8c 


1913, perqt. — + 
Increase over 
—+ 883% + 56% + 89% + 89% 


1918 (%) 0. 


When retail prices were reduced from 16 
cents per quart in 1929 to the present 11 cents, 
the equivalent prices paid to the farmers was 
reduced from 7.29 cents per quart to 3.27, or 
by 4.02 cents, the remaining 0.98 cents being 
absorbed by the distributing companies in their 
operating expenses and net profits. 


Keen competition exists in the business, 
because of the large number of independent 
distributors and the ease with which anyone 
may enter the business in a small way. One 
of the outstanding organizations in the indus- 
try is the Borden Company, which was origin- 
ally established in 1857 and has made public its 
annual reports to shareholders since 1919. 


During the relatively prosperous thirteen-year 
period ended December 31, 1931, the com- 
pany’s sales aggregated more than $2,164,000,- 
000, including all the company’s sales of milk 
and other dairy products throughout the 
United States and Canada, on which the net 
profits available for dividends or for reinvest- 
ment to meet the demand for additional capital 
ranged from 2.32 to 5.93 per cent, and aver- 
aged 5.10 per cent on sales. This was the 
share of the value of this product, as paid for by 
consumers, that went to the capital employed 
in distribution over the thirteen years; the 
other 94.9 per cent was divided between the 
producers and the other factors in distribution, 
chiefly labor. No earnings figures for the in- 
dustry as a whole are available, but the limited 
number of statements that are published show 
a uniformly narrow margin of profit, with 
some concerns reporting deficits. 

An investigation into the milk industry is 
being conducted at the present time by a joint 
committee of the New York State Legislative 
and is expected to provide detailed informa- 
tion regarding the various items in cost of dis- 
tribution which should be very useful in study- 
ing the industry. 

Sanitary Regulations 

It must be recognized that part of the in- 
crease in cost during the years since 1913 is 
directly due to higher standards demanded in 
milk handling and inspection for the protec- 
tion of the public health. The required pas- 
teurization of all milk is an example and the 
Board of Health of New York City only re- 
cently has announced an amendment to the 
Sanitary Code which prohibits after June 1, 
1933, the sale of milk in any containers other 
than bottles or other individual containers, 
filled and properly labeled at the plant where 
pasteurized, except that under certain restric- 
tions loose milk will be permitted to be sold 
to restaurants for cooking, to hospitals, etc. 
This action was taken after a report by an 
independent investigating commission had 
found definite health hazards in milk as sold 
over the counter. It will mean, however, a 
further increase in the expense of distribution 
and will require an expenditure for remodeling 
plants and equipment estimated at several mil- 
lion dollars. 

Regardless of possible changes in retail 
prices and costs of distribution, however, there 
would appear to be small promise of any ma- 
terial improvement in prices received by the 
farmers for all milk if the current heavy pro- 
duction is continued and the surplus sold for 
whatever it will bring for use in manufactur- 
ing. To date there has been little evidence of 
curtailment in production by the dairy farmers, 
the reason probably being that milk, even at 
present prices, is still the most profitable cash 
crop in this section. 


THE NATIONAL CITY BANK OF NEW YORK 














Bonds for Investment 


We Own and Offer, Subject to Prior Sale and Change in Price: 


Interest Maturity A imate 
Rate Z Yield % 


State of New York, registered Apr. 15, 1940-55 3.10-3.30 
State of Missouri, cpn. ............... cece ee eeees Oct. 15, 1951-52 3.50 
City of St. Louis, Mo., cpn Oct. 1941 3.50 
City of Baltimore, Md., cpn Oct. 1940 3.60 
Westchester County, N. Y.,cpn. ................ June 1943 3.70 
Nassau County, N. Y., cpn May 1957-61 3.90 
Norfolk & Western Rwy. Co., Div. 1st & Genl. July 1944 4.11 
Port of New York Authority, Tunnel, cpn 414 Mar. 1950 4.25 
City of Trenton, N.J.,cpn. ..............0. eee 414-414 Dec. 1935-38 3.50-4.25 
Atchison, Topeka & Santa Fe Rwy.Co.,Genl.... 4 Oct. 1995 4.27 
Consumers Power Co., ist Lien & Unif. Mtge..... 4% Nov. 1958 4.31 

_ The New York Edison Co., Ist & Ref. Mtge 5 Oct. 1951 4.42 
Chicago, Burlington & Quincy R.R.Co., Ill. Div. 3% July 1949 4.50 
The Brooklyn Union Gas Co., Ist & Ref. Mtge.... 5 May 1957 4.50 
City of Newark, N. J., cpn 53%, June 1934-37 4.25-4.60 
Miami Conservancy District, Ohio, cpn 544 Dec. 1944-45 4.60 
Southern California Edison Co., Ltd., Ref. Mtge... 5 June 1954 4.62 
Chicago, Burlington & Quincy R. R. Co.,Genl. 4 Mar. 1958 4.65 
American Telephone & Telegraph Co., Deb. ...... 5 Feb. 1965 4.67 
Pacific Gas & Electric Co. Ist & Ref. .............. 5 June 1955 4.67 
The City of New York, cpn. .................... 444 Jan. 1977 4.73 
New York Central & Hudson River R. R. Co 34% july 1997 4.75 
Consolidated Gas Company of N. Y.,Gold Deb. ... 5 July 15, 1957 4.75 
The Columbus Rwy., Pr. and Light Co.,1st & Ref. 4% July 1, 1957 4.76 
The Detroit Edison Co., Genl. & Ref. Mtge 5 Oct. 1, 1952 4.90 
Commonwealth Edison Co. 1st Mtge. ............. 5142 June 1, 1962 5.10 
Public Service Co. of Nor. Ill., ist & Ref. (Conv.).. 6% July 1, 1937 5.24 
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Reading Company, Genl. & Ref. Mtge. ........... 41, Jan. 1997 5.42 
June 1957 5.62 


Information about any of these securities will be furnished upon request 
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